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Who

structure to wars. The government needs money

shift in market demand. Households con-

to function and to provide its citizens safety and

tinue to demonstrate a need for tax profes-

peace. As a result, a marketplace was created

sionals, but that percentage is slowly declining.

with the opportunity for professionals to take

Self-preparation software has taken more than

advantage of their technical accounting skills

a third of the market which has contributed

and tax knowledge. Financial advisement and

to wiping out more than half a million jobs.4

tax preparation services were created to help rereally enjoys doing their taxes?

duce the tax liability that individuals and corpo-

According to Pew Research, “34% like or

rations owe the government. Since the creation

even love doing their taxes” while 56%

of this space, taxes have been disproportionately

said they dislike doing their taxes due to

filed by tax professionals until this relatively new

the complicated process and the amount

emergence of personal tax software which has

of time it takes to file their taxes.1 For this

disrupted the industry.

pare their own returns rather than seek
professional help. Mark Cussen’s article,
“The Gloomy Future of the Tax Preparation Industry” indicates that roughly
160 million households filed during 2012;
of those, 60% used tax professionals,

reason, tax professionals have always been

30% used self-preparation tax software,

necessary, but the trend is slowly shifting.
Modern technological advances have cre-

Software has allowed individuals to pre-

and 10% used other programs like VITA.5

Tax Professionals

Software has taken hold of a market once

Households have three traditional avenues

dominated by professionals. In a matter

to choose from when they file their taxes.

of 10 years, market share for self-prepa-

They can file through (1) a CPA or a tax

ration software went from nearly 0% to

preparation franchise, (2) tax filing soft-

30%, which translates to nearly 48 million

ware, or (3) free tax filing programs like

households performing their own taxes in

VITA (Volunteer Income Tax Assistance).

2012 and that number is quickly growing. 6

For decades, tax professionals were seen as

In 2018, the market share for self-prepara-

More work for the existing base may ap-

the best option to prepare and file taxes

tion software had increased to 38%. 7

pear to be a good sign, but the fact is there

due to complex laws and regulations that

are fewer jobs available, fees are staying the

were constantly changing; in addition, the

same or decreasing, and a greater num-

tax laws were tedious and time-consuming

ber of households are switching from tax

to figure out.

ated self-preparation software, like TurboTax, that is cheaper than seeing a professional and easier than tax filing once was.
The professional tax industry is changing,
and as a result, industry consolidation has
led to fewer professionals who need to prepare tax returns each year.

Software

Related

their returns, leading to massive industry

Consolidation

consolidation and a need for greater effi-

The use of software has drastically re-

ciency for tax professionals, lower switch-

shaped the tax industry. Tax software

ing costs for households, and more strin-

wasn’t widely available until the late

gent regulation on tax professionals. The

1990’s and early 2000’s with the advent of

rise of tax software and tax help programs

the computer and the internet. The IRS

have forced professionals to find a differ-

began allowing e-filing in 1990 with only

entiation factor or value-added service,

4 million using this method. 2 In a space

otherwise they are forced to lose to the

once dominated by pen and paper, last tax

machine of do-it-yourself software.

season finished with 92% of all returns
filed using e-file software, leaving only 8%
submitted via paper. This shift is some-

Marketplace: Then
Versus Now
Throughout history, governments have enacted
taxes as a means to pay for things from infra-
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number of returns performed by profesage number of returns done by individual

When surveying the landscape, taxpayoptions than ever when it comes to filing

software drove an increase in the overall
sionals. Between 2004 and 2013, the aver-

professionals to self-preparation software.
ers quickly discover that they have more

Increased productivity from the use of tax

thing people never would have foreseen 20
years ago.3
Tax software, used by households and
professionals, has triggered a significant

tax preparers went from 64 to 122. The
material increase in tax software usage,
both for professional and personal purposes, has forced a massive consolidation in
the market, reduc-ing the tax professional workforce from 1.23 million in 2004
to 663 thousand by 2013. 8 Fewer preparers are being forced to perform roughly the
same amount of work which has created
a great deal of strain as fewer professionals
are entering the work force. Figure 1
showcases the decline in the labor force as
the number of returns is increasing. The
number performed by each professional
has increased drastically over this 10-year
period.9
A bevy of software options are now available
that were not previously accessible. In the
early 2000’s only a handful of companies

3
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Tax Professionals and
Returns

seeking professional help due to greater barriers
to entry such as education. The requirement

1,500,000

150

1,000,000

100

500,000

of PTINs could also further advance the
decline in the number of tax professionals
because the government requires a high
degree of training, education, and certification.

50

-

0

Add-on Services and
Market Demand

Years

Tax professionals maintain high, fixed
costs compared to other industries, in-

Total PTINS

cluding leases, utilities, advanced software

Returns/Preparer

for preparation (e.g. ProSeries, a $7000-a-

Figure 1: Returns Filed by Tax Professionals is Increasing

year software investment), CTEC certification or CPA license, advertising, wages,

Data Source: https://www.irs.gov/pub/irs-soi/13resconreturnprepar.pdf and prepared by writer

and more. In order to stay afloat, these

provided an e-file option. Now, there are

Provide tax planning insight and

too many to count. According to The Jour-

suggestions for future years 11

nal of Accountancy, in the 2018 tax software survey, the individual product survey
responses for the top five tax software products, for professionals, by market share are
Ultra Tax CS (19.1%), Lacerte (17.5%),
CCH ProSystem fx (16.4%), Drake (14.3),
and ProSeries (12.7%).10 These services
differ from self-preparation options in that
they allow tax professionals to perform the
following functions:

sionals may soon need to find a new line
of work. 15 Tax professionals must utilize

vides households a limited number of

their customer base to add-on additional

filing options, such as automating part of

services such as auditing, bookkeeping,

the process and fulfilling state and federal

financial planning, etc. to remain relevant

filing requirements. Professional versions

in the changing business landscape.

may cost substantially more but they include a variety of options to simplify
and enhance a tax professional’s arsenal.
As far as self-preparation software goes,
TurboTax has by far the largest foothold
at 65% of total market share, followed by

states as well as federal returns

H&R block and TaxAct.12

These services can save clients the headache of doing it themselves and can generate substantial income for preparers in
the process. According to IBISWorld, tax
professionals on average generate earnings before interest and taxes (EBIT) of
22.3%. 16 Margins have expanded primar-

Generate a larger number of

Research various laws and line

ware’s suffocating fee prices, tax profes-

Self-preparation software primarily pro-

Perform state returns from all 50

forms

expenses need to be met, but with tax soft-

ily due to the fallout brought about from
industry consolidation and the add-on of

Regulation

these higher margin services. Add-on ser-

The Internal Revenue Service required all

vices typically don’t require marketing or

tax professionals to register with the feder-

advertising since the customer is typically

Manage client files and tax re-

al government and obtain a unique identi-

already there. Add-on services will contin-

turns (current and previous)

fication number, also known as a Preparer

ue to take on an increasingly important role

Tax Identification Number (PTIN).

for tax preparers to stay relevant in an ever

items

Add carry over items from previous years (i.e. previous year’s tax
return; federal and state amounts)

13

In

addition to obtaining a PTIN, the IRS
requires that tax professionals be attorneys, CPAs, or complete continuing edu-

Invite clients to submit documents

cation requirements of 15 hours per year

electronically, allowing the system

to maintain a good level of understanding

to populate data automatically for

of current tax laws.14 The implementation

preparers

of PTINs ensures greater safety for households
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changing marketplace.
These professionals have the proper training, licensing, and experience to ensure
services are done correctly and are up to
date with new regulatory changes. Each
year, the IRS releases a new tax code and
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requires tax preparers who are not CPAs,

through add-on services, marketing, pro-

Notes

enrolled agents, or tax attorneys to pass

fessionalism, relationships, and depend-

1

an annual ethics test and complete 15

ability in order to maintain rele-vance

hours of continuing education to ensure

and profitability. Otherwise, they may find

quality work.

17

According to the IRS,

themselves looking elsewhere for work.

paid preparers make a math error 1.3%
of the time, whereas self-prepared errors
occur 6.8% of the time. 18 These numbers
decrease with the e-filing process to .6% and
1.1% respectively.19 Tax professionals maintain relevance due to lower error rates on
complex returns and the additional services
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CONCLUSiON
Advancement in tax software has dramati-cally shifted the tax preparation
industry with businesses and households
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has in-creased efficiencies for both pro-
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professionals has been anyone who needs

fessionals and self-preparers alike. The

their taxes done; the introduction of soft-

increased effi-ciency and ease of use has

ware has changed that. According to IBIS-

drastically re-duced the amount of oppor-

World, customer base for tax professionals

tunities available to professionals to differ-

consists primarily of individuals with in-

entiate themselves. The work force in this

come more than $74,999, with a small-

industry has faced significant pressure and

er portion dedicated to businesses, and

has nearly been cut in half in a matter of

non-profits making over $75,000.

only a few years.23

they provide.

20

IBIS-

World concludes that households with income less than $30,000 are price sensitive
and have been targeted by organizations
using free services as a hook to generate
demand. 21 Households with income from
$30,000 to $74,999 are typically looking
for ways to maximize their deductions and
have more disposable income than lower

The future remains uncertain as tax professionals continue to fight an uphill battle
against new changes in the market. Professionals must focus on key relationships and
introduce new services such as financial
planning, bookkeeping, and audit work to
retain clients and remain relevant.
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Moving Forward
Individual and business taxation will contin-ue. As a result, professionals can expect in-creasing competition from other
firms and self-preparation tax software.
Customers have an increasing number
of alternatives for tax preparation, from
self-preparation soft-ware across different
platforms to tax pro-fessionals. Preparers will need to differenti-ate themselves
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